EXECUTIVE
SUMMARY

PURPOSE OF THE REPORT

The North American Free Trade Agreement (NAFTA) entered into force on January 1, 1'994.
accadance with Section 512 of the NAFTA Implementation Act, this Study provides
comprehensie assessment of the operation and effects of the NAFTA, including the economi
effect in aggregate and in selected manufacturing sectors and agriculture, and the implementation
of the NAFTA environmentaand labor agreements. This Study reviews the findings from a variety

of outside studies and analyzes Mexican and U.S. data, attempting wherever possible to isolate the
effects of the NAFTA from other factors, as stipulated in the statute.

TRADE IN NORTH AMERICA

U.S. trade with Carma and Mexico is much larger relative to the size of these economies than with
any other trading partners, in large part reflecting shared land borders and geographical proximity.

C 1In 1996, nearly one-third of U.S. two-way trade in goods with the world was with Canada and
Mexico ($421 billion). Two-way trade with our NAFTA partné@s grown 44 percent since the
NAFTA was signed, compared with 33 percent for the rest of the wibldkico and Canada
accounted for 53 percent of the growth in total U.S. exports in the first four months of 1997.

C Canadawas in 1993 -- and remains today -- our largest trading partner, accounting @or $29
billion in two-waytrade in 1996. Between 1993 and 1996, U.S. goods exports to Canada were
up by 33.6 percent to $134.2 billion.

C U.S. exports to Mexico grew by 36.5 percent (or $15.2 billion) from 1993 to a recordrhigh i
1996, despite a 3.3 percent contraction in Mexican domestic demand over the same period.

C Exportsto Canada and Mexico supported an estimated 2.3 million jobs in 1996; this represents
anincrease of 311,000 jobs since 1993, 189,000 supporteddoyts to Canada and 122,000
by exports to Mexico.



OPERATION AND EFFECT OF THE NAFTA

Exports to Mexico were up [§4.5 percent in the first four months of 1997 relative to the same
In the first four montb§1997, U.S. exports to Mexico virtually equalled U.S.
exports to Japan, our second largest market -- evaghtdexico’s economy is one twelfth the

period in 1993.

size of Japan’s.

NAFTA’'S EFFECT ON TRADE BARRIERS

UnderNAFTA, Mexico has reduced its trade barriers on U.S. exports significantly and dismantled
a variety of protectionist ruleand regulations, while the United States -- which started with much

lower tariffs -- has made only slight reductions.

C

Before NAFTA was signed, Mexica
applied tariffs on U.S. goods/eraged 10
percent. U.S. tariffs on M&an imports
averaged.07 percent, and over half o
Mexican imports entered the Unde
States duty-free. (Figure 1.)

Since NAFTA was signed, Mexico Isa
reducedits average applied tariffsno
U.S. imports by 7.1 percentage points
compared with a reduction of X4

percentageooints in the United States
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Figure 1

NAFTA'S EFFECTS ON THE U.S. ECONOMY

Several studies conclude that NAFTA contributed to America’s economic expansion. NAFTA had
a modest positive effect on U.S. net exports, income, investment and jobs supported by exports.

C ltis challenging to isolate NAFTA's effects on the U.S. economy, since NAFTA has only been
in effect forthree years, and events such as the severe recession in Mexico, the depreciation of
the Mexican peso, and U.S. tariff reductiamder the Uruguay Round have taken place during

the same period.



















